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The nature of Joint Stock Concerns in their organization is 
varied and often peculiar, owing to which the opening entries at the 
commencement of business must necessarily differ, and from this fact 
difficulties arise that are not met with in common commercial book- 
keeping. Having been so frequently consulted upon the subject of 
opening and closing the books of Joint Stock Companies by intelligent 
book-keepers, I am led to imagine a few practical suggestions upon 
the matter may be of much value. 

To open the books for a simple partnership or a mercantile busi- 
ness, we only have to deal with positive values, whilst on opening the 
books for a compound partnership or a Joint Stock Company we are 
compelled to resort to values of another kind, namely, positive, nom- 
inal, and fictitious, and it is in. the creation and disposition of these 
nominal and fictitious values that difficulties seem to arise. 

The knowledge I have acquired upon the matter of compound 
partnerships has been from observation aud study, coupled with a 
varied practical experience covering the better portion of my life, and 
I feel confident the various entries I shall here illustrate will assist 
the intelligent book-keeper, and go far to aid him in the disposition 
of all transactions to be encountered in the formation of a Joint 
Stock Company, no matter how complicated its organization may be. 

I do not propose, even were I capable, to devote any of the pages 
of this little work to defining the law regulating ' Stock Concerns. 
That question I refer to some proper attorney, who should beyond 
question be consulted upon the first move looking toward any organ- 
ization governed in the main by legal enactments. Nor shall I, like 
some authors, sacrifice golden hours, and exhaust the greater portion 
of my space in setting forth how articles of incorporation and other 
instruments of writing necessary to the formation of a Company 
should be executed. Neither shall its pages be encumbered with an 
exemplification of the minute book, or only a detail of the formula 
required to open the books for a Company that is to be blessed with a 
cash, paid-up capital. 



ivi511213 



4 TO MT FELLOW'CBAFTSMEK 

My purpose here is not to theorize or to make book-keepers, but 
to deal, as it were, in " cold facts " with book-keepers already made. 
As it is to the intelligent who engage in the calling I appeal, I have 
no fears but that they will appreciate the many repetitions I purposely 
offer, as well as being capable of reasoning out the many seeming in- 
consistencies of my illustrations. Sad, indeed, must be the capacity 
of the book-keeper who is destitute of the ability to reccyd the min- 
utes of a " meeting," should that duty devolve upon him. While any 
first-class stationer can furnish books out of the ordinary run, such as 
Certificate Stock Book, Installment Book, Subscription Book, and the 
Stock Ledger, the forms and headings of which are all suggestive as 
to the disposition to be made of them. And the book-keeper who is 
lacking in genius to open a set of books for a Company which is to 
have a paid-up cash capital, certainly is not the person to be trusted 
to keep the accounts of a Joint Stock Concern. 

All companies do not enjoy the advantage of having a paid-u}) 
cash capital. Some are obliged to operate U[)on a great deal less than 
their incorporated capital, while the capital of some may be conducted 
" all on paper," and sometimes " otherwise." As a sample, two or 
more mercantile firms may consolidate. Upon these the foundation of 
a Joint Stock Concern is based, the members of which are to receive 
more or less Stock in return for the amount of net assets and other 
considerations they contribute. These two mercantile branches will 
»ay to the Company, " We donate you our assets ; now take care of 
our liabilities." While each will say, " My interest in the old business 
was worth so much ; give me Stock equal or in greater proportion tu 
that interest." 

Again, it frequently happens a large mercantile business incor- 
porates into a Stock Company, the heads of which will donate a few 
shares to some few faithful employes, and divide the balance of Stock 
among themselves. These and many other transactions, too varied to 
mention, go to make up a class, whose affairs are not so simple to dis- 
pose of upon the books as they would be upon a cash basis. And it 
is to meet the many })eculiarities that form these, I aim to contribute 
light, and I trust I shall succeed in assisting those who have only 
traveled in the straight rut of keeping accounts for a commercial 
business. 

Trusting my readers may not accuse me of disparaging tiie merits 
of other works upon this subject, I remain; 

Sincerely yours, A. J. C. 
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ON OPENIKG AND CLOSING 

Books of Joint Stock Companies, 



PROPOSITION I. 

Organization of a Joint Stock Company.— Capital, $100,000.00. 
1,000 Shares, par value, $100.— Manufacturing Steel Rails. 
Incorporators affree to divide all the Stock among them- 
selves, each to pay full par value per Share. 

Journal Entry.— Example. 1. - 

Franchise , $100,000.00 

For amount of the nominal value of the fran- 
chise of the Ohio Bteel Rail Manufacturing 
Company, together with all rights, titles, 
and privileges, organized upon the basis of 
$100,000.00 Capital Stock, divided into 1,000 
shares of the nominal par value of $100 
each, as per Articles of Incorporation, 
dated December 26, 1883. 

To Capital Stock, .... $100,000.00 

For amount of 1,000 shares of the par value 
of $100, divided among and issued, to the 
incorporators and associates, as follows : 

John Brown, •. . . 300 shares. 
W. Doe, . . 200 '' • 

P. Smith, . .100 " 

H. Blake, ... 350 " 

A. J. Carnes, . . . 50 '' 



1,000 " 
as per Stock Ledger. 

Debit Franchise, and Credit Capital Stock Account, whicli two 

accounts should remain open, one carried as an Asset, the other 
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as a Liability Account. Under the above agreement the Capital 
Stock a}>pear8 to be or will be i>aid up. That atx'ount, therefore* 
Hhould be left undisturbed. The Capital Stock Account must not be 
affected unless by an act of the Board of Directors, the capital of the 
Comi)any be increased or decreased, ^hich act, however, must be in 
conformity with the law of the State in which the Company is located. 
As the subscribers pay for their shares in wfwk w in part, issue 
them their stock, and enter into the Cash Book, as follows : 

EXAMPIiE 2. 

" To Contingencies," 

deceived of John Brown, in full fm' his 300 shares. $30,000,00 

As to the above Cash Book entry, the title of " Contingencies " is 
used. This is a fictitious creation, and, therefore, has no value ; but 
may with propriety be used fictitiously, either as an asset or a liabil- 
ity, when necessary to get a real account upon the books. The ex- 
perienced accountant, with little reasoning, will readily see an account 
of this character can do no violation. It does not affect the gains or 
losses ; neither is it a liability to be paid. " To installnietUs'' would 
answer, however, in the place of '* Contingencies " when payments are 
made in that way — in which case " Installments'- would be credited 
and carried (the same as ''Contingencies") as a liability account. 
(See Example 10.) 

In this case open an account with " Contingencies f' credit that, 
and debit cash. If the Company has been organized upon the fore- 
going basis, the above entries will open the books. Afte^- xvhinh, and 
in all cases, proceed as in any ordiiuiry hoolc-keepiiuj. 

Some accountants would in this case feel justified in opening an 
account with each stockholder (see Stock Ledger). They would argue, 
Mr. Blank is really a debtor to the Company as t^oou as he becomes a 
subscriber. Whilst this is so, I fail to see how a claim for delinquency 
on the part of Mr. Blank could any the more readily be substantiated 
by having him charged upon the Ledger. The fact is, the subscrip- 
tion book shows Mr. Blank has subscribed for a certain number of 
shares. That act lays him liable to lawful action should he refuse or 
neglect to pay for the same. 

Again, the incorporators of many corporations contribute a piece 
of land, or a patent, or ''something else," which forms the basis o( 
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their Company; they, in consideration of this contribution, generally 
divide the voting shared among themselves, who never contemplate 
paying in one dollar, their aim being to make the Reserved Stock 
furnish money for operating purposes; in cases of this, and many 
similar kinds, it would not be a matter so easy to ojjen an account 
with the Subscribers or Stockholders. But in this case, should the 
Company, after it has been operating, be compelled to tax the share- 
holders for an installment or an assessment, an entry in the Journal, 
" Stockholders To Assessment,'' would then be in order ; but the matter 
of charging Stockholders and crediting Capital Stock is not so plain 
unless all the stock is sold for, or prospectively sold for, cash ; but, as 
I have said, all companies have not that advantage. The following 
is the method alluded to : 

Journal Entry.— Example 3. 

Stockholders, . . . . . . $100,000.00 

To Capital Stock, .... $100,000.00 

For amount of the Cilpitttl Stock of the Ohio 
Steel Rail Manufacturing Company, incor- 
porated upon the basis of $100,000.00 Cap- 
ital Stock, divided into 1,000 shares of the 
nominal par value of $100, issued to the 
incorporators and associates, as folio vvs : 



John Brown, 


. 300 shares. 


W. Doe, 


200 " 


P. Smith, 


. 100 " 


W. Blake, . 


350 " 


A. J. Carnes, . 


. 50 '• 



1,000 '' 
as per Stock Ledger. 

Debit Stockholders and credit Capital Stock. The above entry 
may be made upon the ground that the incorporators have agreed to 
take all the stock at its par value, and are therefore debtors ; but sup- 
pose it was found in the course of operating that, after fifty per cent 
having been paid in, no more cash was needed, here you would have 
the account of Stockholders (or if an account had been opened with each 
Subscriber) owing a balance, the Company having declared no further 
installments or assessments would be necessary, it certainly would be 
wrong in eifect and principle for an account having the appearance of 
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a real Debtor to remain in that condition ; under such circumstances 
I should close the account " Contingencies To Stock holders.'' If, after 
this operation, the Company should find itself obliged to make another 
*' Call," open an account in the Journal " Stockholders To Contingen- 
cies,'' this latter operation will open the Stockholders' account, to be 
closed when the assessment is paid. 

Upon the same principle some accountants open the books by 
debiting Cash aud crediting Capital Stock as installments are paid in. 
(See Stock Ledger.) If, as it appears to be in the case of the Ohio 
Steel Rail Manufacturing Company, 1,000 shares have been divided 
among the incorporators and others, this method would give Capital 
Stock account a credit of $25,000.00 on a call of twenty-five per cent, 
while $100,000.00, the nominal par value of 1,000 shares, would have 
been issued. The face value of 1,000 shares represent the incorpor- 
ated Capital, therefore, should a call of twenty-five per cent be made, 
and no more, or should the shares be sold above or below par, the Capital 
Stock Account is entitled to have credit for the full face value of 1,000 
shares, i. e. $100,000.00. 

When a member of a body corporate who has subscribed for 
Stock with the understanding he was to pay its full par value, and 
then finds himself let off with fifty per cent, certainly claims and 
does receive dividends on the full face value of each share held by 
him, and he has the same claim if he buys Stock at a discount, and 
no greater claim if he buys Stock above par. 

Or this entry : 

Journal Entry.— Example 4. 

Contingencies, . . , . $100,000.00 
(History.) 

To Capital Stock, .... $100,000.00 
(History.) 

If the Shareholders pay by installments or otherwise, debit Cash 
and credit " Contingencies;" when all are paid in, the latter account 
will close. Should it be found that fifty per cent was suflScient, then 
carry what remains of Contingency as an Asset until closed by future 
installments, should any be called for. But as the incorporators and 
associates agreed to take all the stock at its par value, the '' Capital 
Stock " account must, upon the issue of the stock, receive credit for the full 
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face valite of shares issued. It is hxirdly suffiderd to credit thcct accovM 
for only the per cent paid in, when the stock is' Issued, (See Stock 
Ledger.) In the above case Contingency balance would be carried as 
an Asset, while the same account in the Cash Book (Example 2) 
would be carried as a Liability. 

The following method may be preferred : 

Journal Entry.— Example 5. 

Certificates of Stock, . . $100,000.00 

To Capital Stock, .... $100,000.00 

For amount of the Capital Stock of the Ohio 
Steel Rail Manufacturing Company, organ- 
ized upon the basis of $100,000.00 Capital 
Stock, divided iu 1,000 shares of the nom- 
inal par value of $100 each, appropriated 
to the incorporators and associates, as 
follows : 

(Names of incorporators, see Example 3.) 

As cash is received from the Subscribers debit Cash and credit 
Certificate of Stock account. Should the Company conclude that fifty 
per cent is sufiScient, after having calculated on receiving the full 
value of the stock, I should, like in the preceding example, close Cer- 
tificate of Stock account, '*By Contingencies,'' There would be no 
impropriety in carrying the balance of Certificate of Stock account, if 
that balance really represented stock unsold. 

Closjng the Books. 

In all cases close into Profit and Loss the several accounts that 
belong there. Should that account show a gain or balance, say 
$5,000.00. close the account as follows : 

Journal Entry.— Example 6. 

Profit and Loss, . . . . ... $5,000.00 

To Surplus, $5,000.00 

For amount of net gain, as appears by the 
Profit and Loss Account for the quarter ' 

ending March 81, 1884. 
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Open an account with surplus. Credit that and debit Profit and 
Loss, which operation will close that account. In preparing the Bal- 
ance Sheet for the inspection of the Board of Directors, I think it 
best to close the Sheet ''To Net Gain,'' as it may probably be better 
understood by those not skilled in accounts. But when you close 
your books use the title of Surplus. This account or its balance to be 
carried as a liability ; but it must not operate for or against the gains 
of a subsequent quarter. 

Some book-keepers prefer to carry the balance of '* Profit and 
Loss," instead of " Surplus," as a proprietary Liability. They contend 
(and I think the point well taken) that *' Profit and Loss" is easily 
understood. Many get it into their heads that " Surplus " represents 
actual Cash. 

Dividends. 

Now the gains appear to be $5,000.00. What per cent, if any, of 
that amount shall be paid in the shape of Dividends ? In determin- 
ing this question, there are several important points to be considered. 
First, what are the available Assets, and what are the Liahilities that 
rriuM be dischurged f What co7ite7)ipkdedmiprovements, mai'hinery, etc., 
to he provided j(y)\ and how imich Cash is there (m handf It is true, 
the Net Gain is shown to be $5,000.00, yet there may be no Cash on 
hand. The balance of all expense accounts and . losses having been 
closed into " Profit and Loss " account, it necessarily follows that the 
Cash, that should represent the Net Gain, has nearly all been ex- 
pended in veritable assets. If by this reason there is no Cash on 
Hand, or if there is Cash on Hand and the interests of the Company 
need it in another diroftion, no well-managed Company would declare 
Dividends. Should, however, the Company see proper to depend 
upon early Maturities due them, they may with propriety borrow 
money to pay Dividends. 

But it may happen, as in this instance, a large amount of money 
has been received from the sale of Stock. Consequently there is Cash 
on Hand for which there is no immediate use, whereupon the Board 
of Directors agree upon a twenty-five per cent Dividend on the Net 
Gain of $5,000,00. 
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Journal Entry.— Example 7. 

Surplus, $1,250.00 

To Dividend No. 1, 1884, . . . $1,250,00 

For amount of twenty-five per cent Dividend 
on $5,000.00 Net Gain, declared by order of 
tlie Board of Directors, for the quarter end- 
ing March 31, 1884, at the sixth regular meet- 
ing April,. 3, 1884. 

Debit "Surplus" and credit "Dividend No. 1, 1884." As the 
Stockholders receive their Dividends, take their receipt in a book 
provided for that purpose. Credit ** Cash " and debit " Dividend No. 
1, 1884." When the Dividends have all been paid, foot the account. 
Otherwise, if they have not all been paid, the account remains open 
until all Dividends are paid. 

Do not make one Dividend account a general reservoir for all the 
Dividends. Open a new account for each quarter's Dividend declared. 
Number them in regular order and the year, such as No. 2, 1884, No. 
16, 1885, and so on. If a short corporation, group as many as con- 
venient on one page, or reserve the space for short accounts in the back 
of the Ledger. The accounts under this arrangement will prove con- 
venient for those who have the right to inspect the books. Where 
there are a great number of shareholders, your own judgment will 
teach you what other provision- should be made. After a Dividend 
luis been declared, and the Stockholdei^s so notified^ it beccmies a positive 
Liability. 

Stock Ledger. 

In oi'dering the Stock Ledger, have it constructed with a few- 
Ledger ruled pages in the fore part, upon one of which open an ac- 
count with Capital Stock. Debit that with all the installments paid 
and credit Stockholders' account with the same. This will leave the 
Capital Stock account in a condition to show at any time how much 
Cash has actually been paid in. All that is necessary after an incor- 
porator or any person who has subscribed for Stock and paid a certain 
sum thereon, is to issue them their Stock. Then open an account 
with each in this Ledger. Credit them as follows : Date and number 
of certificate and the number of shares thet'eon (jw value). When Mr. 
Brown pays, or if he has already paid any thing in the shape of an 
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installment, credit his account ''By Imfalhi^tt No. 1, 10 p<r rmf, 
$800.00." Then debit Capital Stock account opened in the first part 
of this Ledger for the same. This method will keep the Stock Ledger 
in balance, and if it should be desired to learn who is and who is not 
delinquent in their payments, a reference to* this Ledger will serve 
yoil as well as if you had an account opened with each Stockholder 
in the General Ledger, whilst the Subscrij)tion Book and the Capital 
Stock account in the General Ledger will show how many shares have 
been issued. 

When a Stockholder actually transfers all or any portion of his 

/ Stock, the original Certificate should be returned to the Company. 
Paste the old Certificate to the stub from which it was first detached, 
stamp the old Certificate across the face, ** Cancelled March 31, 1884," 

' note upon the stub to whom the transfer was made, and issue a new 
Certificate for the shares so transferred. Should only part of the 
shares named on the old Certificate be transferred, issue a new Cer- 
tificate to the original owner for the number he retains, noting on the 
old stub, " Renewed by No. 27," and on the stub ot the new issue 
note, " For No. 1, cancelled." Then debit his account in the Stock 
Ledger as follows : "i 
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Now recredit his account for the new shares issued to him as 
shown, then open an account with the party to whom the transfer w^as 
made, and credit his account for the new shares issued to him. Post- 
ings into the Stock Ledger are made from the stub of the Certificate 
of Stock book. The buyer or seller of stock 'inust, before the transfer is 
made, pay for all unpaid installments or assessments. 

Certificates of Stock have printed on the reverse side a '* Transfer 
Form," but this does not prove convenient in cases where the party 
desires to sell only a portion of the stock named upon the certificate, 
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and sometimes fractions of stock are both sold and transferred from 
the original. Neither is it absolutely essential to use a transfer book, 
entries made on the stub of the Certificate Stock book by the proper 
officer, as I have shown, being all that is necessary. 

But should you open the books by debiting Stockholders and credit- 
ing Capital Stock Account foi' installments due, ot^ debit Cash for 
installments paid and credit Capital Stock Account for the sayne from 
the CcLsh book direct to the main Ledger, then you must change the 
order of the Capital Stock Account in the Stock Ledger, that is to 
say, charge that account with the par value of the shares issued, and 
credit each Shareholder for the same. The Stock Ledger will then show 
the amount of stock issued, while the Capital Stock Account in the 
main Ledger will show how much has been paid in, but this, I contend, 
is improper, the amount of stock issued is a part of the business of the 
Company, hence, its face value should be credited in the main Ledger ; 
and I prefer using fictitious accounts when necessary for that purpose. 



-^ 
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PROPOSITION II. 

Organization of a Joint Stock Ck>mpany.— Capital $100,000.00. 
1,000 Shares, Par Value $100.— Majority of Stock Divided 
amonfiT the Incorporators, they to pay $10 per Share, Bal- 
ance of Stock Reserved for Workinir or Operating Capital. 
Company Contract to Pay for Machinery or Real Bstate, 
Part in Cash and Part in Stock.— Money Borrowed to Pay 
Dividends.— Dividends Declared and Paid in Stock. 

Journal Entry.-Examplb 9. 

Franchise To Sundries, - $100,000.00 

For amount of the nominal value of the 
Franchise of the Star Rolling Mills Com- 
pany, with all rights, titles, claims, and 
privileges, organized upon the basis of 
|1100,000.00 Capital Stock, divided into 1,000 
shares of the nominal par value of filOO each. 

To Capital Stock, . , . . $60,000.00 

l^'or amount of six hundred Shares of the par 
value of $100, divided among the Incor- 
|)orators and Associates at $10 per share 
(subject to additional assessment), as follows: 



A. J. Games. . 


. 300 shares. 


W. Small, . 


100 '• 


J. Adams, 


. 60 " 


James Otis, . 


60 " 


Silas Wright, . 


. 100 " 




600 ^' 


as per Stock Ledger. 




To Working Capital, 



$40,000,00 

For amount of four hundred Shares of the 
Capital Stock, reserved to be sold, the pro- 
ceeds to be applied for operating purposes. 

Debit Franchise, credit Capital Stock, and credit Working 
Capital. The incorporators have, in the above case, received $60,- 
000,00 worth of stock, even though they should never be called upon 
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to pay any thing additional to the $10 per share. The Ca])ital 
Stock, nevertheless, is nominally paid up to the extent of $60,000,00. 
(Now call the agreed ten per cent.) 

Journal Entry.— Example 10. 

Sundries To Instaj.lment No. 1 {or Assessment No, 1), $6,000. 

A. J. Carnes, his 10^ on 300 shares, . . $3,000,00 

W. Small, his 10^ on 100 shares, '. 1,000.00 

J. Adams, his 10^ on 50 shares, . . 500.00 

James Otis, his 10^ on 50 shares, . . 500.00 

Silas Wright, his 10^ on 100 shares, . . 1,000.00 

For amount of first installment of ten per 
cent called on 600 Shares of the Capital 
Stock, issued to the above incorporators and 
associates, as per agreement. 

When they pay their ten per cent, credit off' their accounts, then 
issue them their stock. {See St^ek Ledc/eo^). Carry Installment No. 1 
as a liability account, and number the installments or assessments iii 
regular order. Now suppose, as is done by some book-keepers, tlie 
books were opened as shown by the latter example — Stockholders in- 
dividually debited, and ''Capiial /Stock'' credited, after which no moio 
installments should be required — they, the Stockholders, would be 
holding stock representing $60,000.00 while the Capital Stock account 
would only be credited with $6,000.00, the amount paid in. HV/r// 
Shares are delivered wpom payment of the first installment, the Cajt- 
ital Stock is nominally paid up to the mmiinal par value of the Ccrt/Ji- 
cates of Stock issued. 

JtESERVlS SHARES SOJ^JJ AT rAR. 

Journal Entry.— Example U. 

Certificates of Stock, . . . $1,000,00 

To Capital Stock, .... $1,000.U0 

For amount of ten aJiares of Reserved Shares 
sold at par. 

When the cash is received, debit that, and credit oil* Certificate 
of Stock Account. This operation need not affect the Working Cap- 
ital Account. Still carry, or what remains of, that account as a lia- 
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bility ; or an entry, " Wm'king Capital To ''Capital Stock," could have 
been made. When the caeh is j)aid, credit Working Capital Account. 
Or again, in this case, as the full par value of the ten shares have 
been paid for in cash. Cash could be debited and Capital Stock credited 
without regard to the Journal, but I maintain all transactions affect- 
ing the stock should have their history upon the Journal, as I have 
shown. 

Rjssjsnrisn sharjes sozn bej.ow pah. 

Journal Entry.— Example 12. 

Sundries To Capital Stock, . . $1,000,00 

For amount of ten shares of the Reserved 
Shares, sold at tifty dollars per share. 

A. J. Carnes, . . . . . $600.00 

For amount of ten shares of the Capital Stock 
issued to him at fifty per cent discount by 
order, etc., etc. 

Working Capital, .... $500.00 

. For amount of fifty per cent discount on ten 
shares. 

, Here you will notice stock has been sold at a discount, but Capital 
Stock has received credit for the full face value of the ten shares, all 
the same. Close his account from the Cash book. 

JtESBItVEn STOCK SOZn AT A l^HEMIVM, 

Journal Entry.— Example 13. 

A. J. Carnes To Sundries, . $1,100.00 

For amount of ten shares of the Reserved 
Stock sold to him at $1.10 per share. 

To Capital Stock, .... $1,000.00 

Par value of ten shares. 

To Working Capital, .... $100.00 

For amount of ten per cent premium received 
on ten shares of Reserved Shares. 

In the last two transactions the Reserved Stock has been sold 
both above and below par, an apparent gain and loss. Whilst t/th 
is so, it is not that class of loss or gain that shovld afcct the kgitimatc 
gains of the business. 
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THE COMrANY NOW CONTJtACT TO BUY KEATj ESTATE AND PAY 
FOB SAME, BART IN CASH, AND PART IN STOCK. 

Journal Entry.— Example 14. 

Real Estate, To Sundries, $10,000.00 

For amount of the value of Warehouse, No. 
36 East Third Street, Cincinnati, Ohio, pur- 
chased of John Ing, Jr.,for $10,000.00, trans- 
ferred to the Company by him by Deed 
dated July 26, 1884, recorded among the 
Land Records of Hamilton County, State 
of Ohio, Liber 226, Folio 236, to be paid for 
part in Cash and part in Stock 

To John Ing, Jr., .... $5,000.00 

For balance due him for and on account of 
purchase of Warehouse, No. 36 East Third 
Street, Cincinnati, Ohio. 

To Capital Stock, . . ... . 5,000.00 

For amount of 50 shares of the par value of 
$100, of the Reserved Stock, transferred to 
John Ing, Jr., in part payment of Ware- 
house, No. 36 East Third Street, Cincin- 
nati, Ohio, as per Stock Ledger. 

If a Mortgage be given in part, it must take the place of John 
Ing, Jr., in the above, when the Cash is paid his account will close. 

MONEY BORROWED TO PAY DIVIDENDS. 

First close the net gain or loss into surplus. 

Journal Entry.— Example 15. 

Cash (Posted from C. B.), . . $5,000.00 

To Bills V ay am.}^ (or Mnrfm(/e) . . $5,000.00 

For amount of $5,000.()(), on our note dated 
April 2, 1884, 00 days, favor of and dis- 
counted at the Tliird National Bank, Cin- 
cinnati, Ohio, to pay the third (luarter's 
dividend, ending March 31, 1884, by order 
of Board of Directors, at the 12th regular 
meeting, April 1, 1884. 

Now the following entry : 

Surplus, $5,000.00 

To Dividend No.' 3, 1884, , . . $5,000.00 
(History.) 
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When the dividends are paid, that account will close. The Cash 
received from the note could have been cariied to the Cash Book- 
direct, and the Journal avoided entirely. Biff Ixniurtvina mnnry ftn' f<ur}t 
purpo^i'^ /.s' (m hiip(y)'t(i7\i trfin.^(uii<m : its hisfori/ should hr (jivrn in full 
Kjuyn the Jourmil. 

TO PA Y STOCK ni VIJ^KNJ^S, Ar. 

Should stock be sold or issued to pay dividends after the original 
incorporated Capital has been disjjosed of, the Company could be 
justly held for " iratrrifh/.'^ There must be a lawful increase of stock. 

FIFTY TEH VENT inVIlJENn JtEfhAitED ON $/:,Wm.Mt. 

Journal Entry.— Example 16. 

Profit and Loss, To Sundries, . ^n.OOO.OO 

For amount of i^.5,(K)().0() net gain, as api)cars 
])y the Prolit and Loss Account for the 
(luarter ending Maroh .*J1, 1SS4. 

To Oai'ital Stock ^1^,500.00 

For nniount ol tilty percent di\i(leiid deelared 

on 15,000.00 net gain, in i)aynient of which 
' 2.") sliarch of llie reserved Slock of the 

par value of ^\{){) lias been issued lo the 

"^tockholdi'ix, by onU'r of the IJoai'd ol 

Directors, at Ihi' tenth reguhii rneetinii, 

Aprils, 18S4. 

To Surplus, $:^.:>(K).(H) 

For amount of |2,r)(K).(K), the bahmcc of 
$5,000.00, net gain for the quarter ending 
March :U, 18S4. 

Had the Profit and Loss Account shown a very small gain or 
loss, those balances should be closed into ''Surplus," then anolhei- 
form of entry woidd be recjuired. 

Journal Entry. -Example 17. 

WoRKiNii Capital, .... .$L>,r)(H).(M) 

To Capital Stock, .... $2,500.00 

For amount of 25 shares of the nominal par 

value of 4;1(,0, of the Ueserved Shares, issu(Ml 

•in i)aymenl of a Stock Dividend declare* 1 

l)y the Board of Directors, at their tenth 

regular meeting, April 2, 1884. 
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AGAI N . 

$2,500.00 Dividend declared and paid for with Reserved Stock, 
the shares delivered to the Stockholders at fifty per cent discount. 

Journal Entry.— Example 18. 

WoRKiN(j Capital, .... $5,000.00 

To Capital Stock, $5,000.00 

Por amount of |2,500.00 Stock Dividend, in 
payment of which 50 shares of the nominal 
par value of $100 of the Reserved Stock has 
been issued to and divided among the Stock- 
holders at. 50 per cent discount, by order of 
the Board of Directors, at their tenth regular 
meeting, April 2, 1884. 

Or to pay a Stock Dividend, make this entry : 

Journal Entry.— Example 19. 

WoRKiNcj Capital, .... $2,500,00 

To Dividend No. 2, 1884, . . .' $2,500.00 
(History.) 
. Then, 

Dividend No. 2, 1884. . . . $2,500.00 

To Capital Stock, . , . . $2,500.00 

(History.) 



PROPOSITION III. 

A Oommercial Business Incorporated into a Joint Stock Com- 
pany upon the Basis of $400,000.00 Capital Stock, 8,000 
Shares, Par Value, $60. 

The above commercial business was coinposed of three ])rirtners, 
whose combined ca])ital, as shown by the books, was $200,000.00, of 
which J. Blake's share was $100,000.00. 8. Blake's share was $50,- 
000.00, and H. Blake's share was also $50,000.00. In order to in- 
corporate, two gentlemen, D and E, are induced to join them, they 
each to subscribe for 1,000 shares of the stock, and to pay ten per 
cent down, the balance to be paid by installments. The three origi- 
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nal partners agree to divide the remaining 6,000 shares among them- 
selves in proportion to their net capital in the old business. 

The Assets and Liabilities of the old firm are, (Partners and 
worthless accounts thrown out) : 

Merchandise, . . $100,000.00 Bills Payable, . . $50,000.00 

Personal Accounts 55,000.00 Personal Accounts, 50,000,00 

Bills Receivable, . 25,000.00 J. Blake's Share, . 100,000.00 

Machinery . , 60,000.00 S. Blake's " 50,000.00 

Real Estate, . . 60,000.00 H. Blake's *' . 50,000.00 



$300,000.00 $300,000.00 

From the above it will be seen the Assets are $300,000.00, and 
the Liabilities are $100,000.00, forming the basis upon which a Capital 
Stock of $400,000.00 is to be created. Under the agreed division, J. 
B. will have 3,000 shares, S. B. will have 1,500 shares, H. B. 1,500 
shares, while D and E will have 1,CX)0 shares each. 

Journal Entry.— Example 20. 

Sundries To Capital Stock, . . $400,000.00 

Franchise, $:U)(),()00.()0 

For aiTiount of the nominal value of tiie 
Franchise of the Blake ]^aj>er Manufact- 
urinii: (Company, witli all viiz:hts, titles, and 
V)rivileii:es, organized upon the hasis of 
.^4(U),(KK).00 Capital Stock divided into 8.000 
shares of the par value of $50, of which 
0,000 shares are appropriated as follows : 

J. Blake, . . 3,000 shares. 

S. Blake, . . . 1,500 " 
H. Blake, . . 1,500 " 

as per Stock Ledger. 

Certificates, of Stock, . . $100,000.00 

For amount of 2,000 shares, of the par value 
of 150, of the Capital Stock of the Blake 
Paper Manufacturing Company (being the 
remaining shares of the original 8,000 
shares), issued as follows : 

D, . . . . 1,000 shares. 

E. .... 1,000 " 
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Sundries To Contingencies, , $300,000.00 

Merchandise, . . $100,000.00 

Personal Accounts, . 55,000.00 

Bills Receivable, . 25.000.00 

Machinery, . . . 60,000.00 

Real Estate, . . 60,000.00 

For amount of all approved property, duly 
inventoried and recorded in Stock Book 
July 6, 1884, transferred to the Company by 
J. Blake, S. Blake, and H. Blake, for which 
they have accepted 6,000 shares of the Cap- 
ital Stock of the Blake Paper Manufactur- 
ing Company, divided among themselves as 
per agreement dated July 6, 1884, recorded 
in this Journal, page 31. (The agreement 
entire may follow this entry). 

Contingencies To Sundries . $100,000.00 

To Bills Payable, . . , . $50,000.00 

To Personal Accounts, . . $50,000.00 

For amount of all approved Liabilities, duly 
inventoried and recorded in Stock Book 
July 6, 1884, the same being owing by J. 
Blake, S. Blake, and H. Blake, and by them 
transferred to the Company, of which the 
Company has assumed the payment, by an 
agreement dated July 6, 1884, and recorded 
in this Journal, page 26. 

Debit '* Franchise," debit ** Certificates of Stocks," credit "Capital 
Stock," debit each one of the several Assets, and credit *' Contingen- 
cies" " By Sundries; " then credit each of the several " Liabilities," 
and debit "Contingencies" "To Sundries." (Certificate of Stock 
Account may be at once closed by ''Installment To Certificate of 8toe1cJ') 
As D and E pay the agreed installments credit Certificates of Stock 
Account, and debit Cash. Some accountants would open an account 
with Blake Paper Manufacturing Company in place of " Franchise." 
Of course you don't lump each account as here shown. 
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Here is another form of entry : 

Journal Entry.— Ex ample 21. 

Fraxchisk . To SuNDiiiES, . $4m.()00.(K) 

( History. > 

To Capital Stock ^3()0,(m»O.0() 

(History.) 
To Working Capital.* . .tlW,(X)r).()ri 

(History.) 
Assets 

To CoNTIN(iEN('IES. 

Contingencies 

To Liabilities. 

Carry Working Capital Account, or what remains of it, as a Lia- 
bility. When D and E are called upon for their installments, entei 

Installment No. 1 

To Capital Stock. 

(History.) 
Or 

D AND E {First Imtallmetit)^ 

To Capital Stock. 
(History.) 
Or open with the following entries : 

Journal Entry.— Example 22. 

Sundries To Si-ndries. 

Franchise, . . . $100,000.00 Caj.ital Stock, . . 400.000,00 
Assets, . . . 300,000.00 Liabilities. . . . 100,(XX).()0 

D,t 50,000.00 

E,t $ 50,000,00 

See Proposition VHI, Consolidations. 

*See Proposition II, Example «. 

till this case, as iustallments are called. Capital Stock can be credited. This entry may 
be justifled upon the ground that I) and E will pay, and when paid their accomits will close. 
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Should a mercantile firm, about to incorporate into a Joint Stock 
Comj)any, comprise enough members to incorporate under the law. 
and agree to divide all the stock among themselves according to 
their interest in the old firm, first find the sum of the total Liabili- 
ties, to which add the total sum of the incorporated Capital, from the 
total sum of all these you will dinluct the total sum of the new a})])raised 
Assets, the amount remaining you must charge to " Franchise, " or 
some book-keepers might use the name of the Company instea<l of 
" Franchise'' (1 think, however, the latter the best title). Now issue 
the stock to the ])artners as understood ; then credit all in the Stock 
Ledger for the Number and Face Value of their c-ertificates, and 
debit Capital Stock account in the same Ledger for the same. 



Street Railways. 

Books of Street Railways, in relation to the stock a(;count, can be 
made up from illustrations shown herein, as the author takes for 
granted book-keej)ers know all the elements that go to Profit and 
Loss therefore make no suggestion on that point, any more than to *say 
in the matter of the Horse and Mule Account, some roads scale the 
loss of that pro]»erty from 60 to as low as 20 j)er cent. The manner 
of Cash returns between Conductor and Receiver, of course, is not a 
matter of book-keeping, but a subject left to the ingenuity on part of 
tliose in authority ; in this res})ect the system inaugurated in the R(^- 
ceiver's dej)artment of the Baltimore City P.issenger Railway Com- 
pany is tlie best the author luis seen, and j)erhaj)s the best in the 
countrv. 
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PROPOSITION IV. 

A commercial business with $20,000.00 in Assets and no Lia- 
bilities, incorporate into a Joint Stock Company.— Capital, 
$60,000.00.— Majority of Stock divided amongr the incor- 
porators. 

Journal Entry.— Example 23. 



Sundries 


To Sundries. 




Franchise, 


$30,000.00 




(History.) 






Assets, 


20,000,00 




(History.) 








To Capital Stock, . 


$40,000.00 




(Divided among the incorporators.) 






To Working Capital, . 


. 10,000.00 




(History.) 





Now the same business has $20,000.00 in speculative Assets and a 
Steam Engine that cost $10,000.00 incorporated as above. 

Journal Entry.— Example 24. 

Sundries To Sundries. 

Machinery, . $30,000.00 

(Nominal value.) 

Assets, . . . 20,000.00 

(History.) 

To Capital Stock, . . . $40,0(X),00 
(History.) 

To Working Capital, . . 10,000.00 

(History.) 

The actual cost of the Engine was $10,000.00 ; but it is entered 
up at the nominal value of $30,000.00. To this there is no objection, 
as it is not a speculative resource. Or charge the Engine at $10,- 
000.00, and give the balance, $20,000,00 to Franchise. 



BOOKS OF JOINT STOCK COMPANIES. 27 



PROPOSITION V. 

A grentlexnan with no money hsis a Patent Rake.— He finds 
several oapitalists, who incorporate a Joint Stock Company 
for the purpose of manufacturingr the Rake.— They agrree to 
pay the patentee "Smith" $5,000.00 in Stock for his pat- 
ent.— Capital Stock, $100,000.00.-1,000 shares, $100 par 
value.— Each of the incorporators subscribe for as many 
shares as they wish. 

Journal Entry.— Example 25. 

Smith Patent, $5,000.00 

To Capital Stock, , . $5,000,00 

For amount of 50 shares of Stock of the nom- 
inal par value of $100 of the Capital Stock 
of the Cincinnati Patent Kake Manufactur- 
ing Company, incorporated upon the basis 
of $100,000.00 Capital, said 50 shares issued 
to John Smith in payment for all his right, 
title, claim, and interest in and to his Patent 
Rake, transferred to the Company by him, 
by Deed dated March 2, 1884, recorded in 
this Journal, page 26. (P^mbrace a copy of 
the Deed in this entry.) 

Franchise To Sundries, . $95,000.00 

(History.) 

To Capital Stock $55,000.00 

For amount of 550 shares of the nominal par 
value of $100 of the Capital Stock of the 
Cincinnati Patent Rake Manufacturing 
Company, divided among the incorporators 
as follows : 



A, 
B, 

c, 




, 


200 shares. 
300 *' 

30 *' 

20 '' 


As 


per Stock Ledger. 

To Working Capital, 


See: 


Prop 


. II, Ex. 8. (History.) 





$40,000.00 



Debit Smith's Patent, credit Capital Stock, debit Franchise, credit 
Capital Stock, and credit Working Capital. 
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The Capital Stock is iiominally paid ii|» to th(M^\tent of Jj^o.OOO.OO 
in one case and $55,000.00 in the other ; after which, when a call is 
made upon the incorporators for money, drhit fhctn ralU'riirvhf or intfi- 
rifhinlUi^ and rrtdif TnsfftJhiU'nf or A^i-^rssfftrtif Xo. 1 If any of tlie 
Iiescrved Shares are sold to new huyers. ilchit Working (^i]>ital and 
credit "Capital Sto<*k." (See otlier Prop.) 

The following will ojien the hooks for the same case: 

Journal Entby.— Example 26. 

Smiths Patent T(. Sundries, ¥100,000.00 

For the amount of the nominal value of John 
Smitli's Patent Rake, transferred toiheCin 
cinnati Patent Hake Manufacturiui; Com- 
pany,hy Iiim, by Deed of Assiirnment, dated 
March 2, 18H4, recorded in this Journal, 
pa^e 2. (Copy Deed in this entry.) 

To Capital Stock, • . 11^5,000.00 

For amount of oO shares of the nominal ]iar 
value of |1()0 of the Capital Stock of the 
Cincinnati Patent Hake Manufacturinir 
Company, organized upon the basis of Jj;i0(>.- 
(K)0 (^apilal Stock, divided into 1,()(K) shares. 
Said 50 shares have been issued to John 
Smith for his Patent Hake, deeded to the 
C^ompany by him with all rights, titles, and 
(•laims to him belonging. 

To Capital Stock, .... j;^:)5,000.00 

For amount of 550 shares of the nominal par 
value of |100 of the (Capital Stock of the 
Cincinnati Patent Hake Manufacturing 
C'ompany, divided among the incorporators 
as follows : 

A, . . . . 200 shares. 

B, 800 '' 

C, ..... 80 - 

D, 20 - 

As per Stock Ledger. 

To Working Capita i ;f;40,000.00 

See Prop. II, Ex. 9. (History.) 

In the two preceding series of entries, " Smith's Patent " is 
charged in one case $5,000,00, the apparent cost, while in the other it 
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is charged '*fl(X),(X)<3.(KK This latter rate is only a uoininal value 
given, and can have no ert'e<*t. The Company can, without violation, 
rate its value as it chooses. It must not be un(lers?tood hy this that a 
company can place nominal values on the Speculative Resources, 
Expense Accounts, or Positive Liabilities; but in openini/ the books 
a nominal value may be given to such properties a,« • Mine," * Ma- 
chinery," 'Land.' 'Steamboat.' * Franchi.^e," either to increa.<e or 
decrease, without being at fault. 

PROPOSITION VI. 

An o^wner of a piece of land meets with, a party of grentlemen, 
who a^ree to pay him $10,000 to donate the land for the 
purpose of incorporating^ a Joint Stock Company.— The land 
is supposed to contain minerals, and it is for the purpose 
of developing this supposed product the Company is formed. 
The incorporators (of -which body it is agreed the owner is to 
be one) are to divide the controlling shares among them- 
selves, the balance of shares to be sold for operating pur- 
poses.— Capital, $100,000.00, 1,000 shares, $100 each. 

Journal Entry.— Example 27. 

Land A.vi.ixT To Sundries, . . $KK.UK.X>.00 

For the appraised value of 6()0 acres of land, 
located in Hamilton County, State of Ohio, 
donated to the Miami Iron and Steel Manu- 
facturini? Company hy A. J. Carnes, to- 
srether with all his rights, titles, claims, and 
privilejires, as per Deed dated March 22, 1S8:J, 
said Company incorporated upon the basis 
of ^1(K),(KK).(K) Capital Stock, divided into 
1,(MK) shares of the nominal par value of 
*100 each. 

To Capital Stock iJ^OO.UOO.OO 

(Amount divided amoni; incorporators, etc.) 

To Working Capital, . $4UXK)U.lK) 

(History.) 

The title of ** Land Account." could be changed to '• Mine .\o- 
cuunt," '• Fraiicliise Account' " *" Ileal Estate Account." or " IMant 
Account," followcil l>y the same history alrea<ly a[>plied to Land 
Account. For treatment of Working Capital Account see other 
PropositioiiJi. 
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PROPOSITION VII. 

Now upon another plan.— We will suppose the $10,000 paid is 
not to STO to the owners* own individual use, but is to be ap- 
plied to operate the Company, for whioh he, the owner, is 
to be one of the incorporators and is also to receive the 
majority of Stock (501 shares), and the other associates to 
receive a certain agrreed number of shares, to be divided 
amongr themselves. 

Journal Entry.— Example 28. 

Sundries To Sundries. 

Franchise, $90,000.00 

For the nominal value of the Franchise, etc. 

Investment, 10,000.00 

For the amount of $10,000.00 contributed to 
the Company by the incorporators and 
associates, etc. 

To Capital Stock, .... $60,000.00 

Shares divided among the incorporators, etc. 

To Working Capital, . . $40,000.00 

(History.) 

Now carry the $10,000.00 to the Cash Book, and enter ''To In- 
vestment When that is posted, " Investment Account " will be 
closed. The preceding Proj)08itions will furnish the history to entries 
where none are given. '' Contingencies " may be substituted for " In- 
vestment." 



PROPOSITION VIII. 

CONSOLIDATIONS. 

Consolidation of the B. B. <fe C. L. and the Tuscaloosa Narrow 
Q-augre Railways. 

Condition of affairs have compelled these two Roads to con- 
solidate. Both are burdened with a large floating debt, upon 
which interest is due and unpaid. The Stock of both is ** way down,'* 
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so to speak, and is worth nothing. In round numbers, $4,000,000.00 
worth of the Stock of each of these Companies is held by clamorous 
holders. 

The proposed Company to be incorporated out of the above two 
Companies agree not to repudiate this old Stock, but to receive it at 
its par value in exchange for new Stock. The floating debt of each 
of the old corporations, as well as all interest due thereon, is to be 
assumed by the new Company. The Capital Stock of the latter is to 
be $12,000,000.00, divided into 120,000 shares of the nominal par 
value of $100, of which 80,000 shares will be required to take up the 
old Stock, leaving 40,000 shares to be sold for operating purposes, 
and the new Company also agree to issue $1,000,000.00 worth of six 
per cent bonds. 

First make up a sum of the Assets and Liabilities of one of the 
old Companies, including the old Stock to be redeemed' at its face 
value, as follows : 

Journal Entry.— Example 29. 

Assets. 

Construction and Equipment, . . . $3,000,000.00 

Bonds U. S. 6s 60,000.00 

Interest due on U. S. Bonds, . . . 1,800.00 

B. B. & C. L. (old Stock), . . . 4,000,000.00 

Due from other Roads, .... 25,000.00 



Liabilities. 



$7,086,800.00 



1st Mortgage Bonds, 1860, outstanding, . . $600,000.00 

2d '' " 1870, '' 600,000.00 

Interest due on 1st Mortgage Bonds, 1860, , 15,000.00 

'' " 2d '' " 1870, 30,000.00 

Bills Payable, 30,000.00 

Due to other Roads, 25,000.00 

Other Indebtedness, 30,000.00 



$1,330,000.00 



In the same manner detail and sum up the Assets (adding the 
face value of the old Stock to be redeemed) and the Liabilities of 
the other Company. Give each Company's property a separate Jour- 
nal Entry, with a full and complete history and description of each 
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item of property ; (same rule for mercantile firms. ) Thj} fftkc the total 
suyn of the Ijiabiliiic-^ of thf tiro Coinj^ftnlrs, ftM to that the (^apttal 
Account to thi'cxtnitof%'^fyQO.QOQ.{)Q new Stock (to he is.sN('(l in exchange 
for the Stock of the old Corn ponies), and the f/moi/nt of $4,000,000.00 
reserved, to he sold for operatintj. ' Fr<on tJte total ef all these i/ou iviJJ 
deduct the total Assets, including the (tniount of old Stock of the tivo 
Co/njJtuiies. The hohmce thus retnoining charge to "' Franchise.'' After 
this o})eration you will have e(pial "AHsetK'and " Liabilities," and 
the work will })e ready for the Journal thus : 

Journal Entry.— Example 30. 

Sundries To ^rxDKiEs. 

1st C'o's Assets, . . . $:-J,()Hr).80().(M) Vw\nXfi\'^Xovk,{K,reh4(uge 

1 si (Vs Old Stock, . . 4,00(),00().()0 for Old SPn-tc), . . 4;K,(K)0,000.00 

2(1 Co's Assets, . . . :i()0(),()()0.0() Working C'apital, . . 4,000,000.00 

3a Co's Old Stock, . . 4,000,000.00 1st CVs Liabilities, . . 1,830,000.00 

Franchise (^«/ay/^r), . 1 ,24: J, 200. 00 2d CN)'s Liabilities, . . 2,000,000.00 

115,830,000.00 4;ir),330,000.00 

E)o not neglect to add the full history to each of the above prop- 
erties. Should the worthless stock be redeemed at five })er cent, then 
debit each with $200,000.00, and. credit Capital Stock Account with 
$400,000.00, after which apply the balance of new stock to Working 
(capital Account. It is more than ])robable the Liabilities of two 
such companies would exceed their Assets, in which event there would 
be a greater amount to be charged to Franchise ; or, instead of creat- 
ing the Account of Franchise, take the l)alance that go to make that 
a(;count and divide it u}), and increase the many different pru})erties 
that go to make up the "Construction and Ivpiipment *" Account; or 
one account may be increased, that is to say, add one-half of this 
balance to the value of the track of one Company, the other half to 
the track of the other Company ; this operation will give the tracks a 
nominal value. 

Tn the above o})eration the worthK'ss stock, to which a nominal 
value is given, is taken to account as. an Asset. To this there can be 
no objecjtion. It is true the stock is worthless, yet a value has been 
given for it ; hence to carry it as an Asset can do no violation. It 
neither disturbs the ()})erations of the Company nor aiiect-s the gains 
or losses; besides, the Company may rcMpiire it upon the books for 
future reference. This worthless stock could be discarded from the 
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books entirely, in which case the amount that goes to make up that 
account could be added to " Franchise," or to the value of some fixed 
property comprising " Equipment and Construction " should the worth- 
less stock not be taken to account ; then the amount of $8,000,000.00, 
credited to Capital Stock, must be followed by a history for what and 
to whom the stock was issued. The opening entries here can be 
applied to opening the books for the consolidation of two or more 
mercantile firms. 

The bonds to be issued are not a liability ufniil actually sold cyr other- 
wise* disposed of, although I have seen book-keepers, when bonds were 
placed in the hands of brokers or agenis to sell, charge them and credit 
Bonds Payable in the General Ledger. This is wrong, because bonds 
are not a liability while in the hands of a broker or agent, nor can 
either of these be treated as debtors while acting for the Company. 
Should they, however, report sales and hold the proceeds, it may then 
be proper to charge them, because, the Company becomes responsible 
for its bonds when legitimately sold. As the bonds are sold from 
time to time for cash or otherwise disposed of, debit that and credit 
Bonds Payable. 



PROPOSITION IX. 

In some companies it may happen after the incorporators and 
associates have divided up the entire stock among themselves, may, 
for certain reasons, conclude to donate a portion of their shares, to 
the amount of say $40,000.00, to the company for the purpose of 
raising more funds In this case debit Capital /Stock, and dprn 
an account with Wcyrking Capital, and credit that. Should any of the 
do7iated shares be sold, debit Cash, and a^edit Capital Stock Account: 
If these shares are to be sold at a discount, make the following entry : 

Journal Entry.— Example 31. 

Working Capital. 

To Capital Stock. 
(History.) 

The only further entries re(][uired would be to debit each Share- 
holder's account in the Stock Ledger for the number of shares donated, 
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such as " Tramferred To the Company 20 shares,'' Of course the orig* 
inal certificates will have to be returned to the Company, and can- 
celed, and new shares issued. This is particularly the case where the 
original certificates call for all the shares held by any one shareholder. 



Reserved Fun d 

Is a fund set aside for some or any special purpose, and should always 
represent actual Cash. The Cash should be taken from the Common 
Oash, and have a separate Bank Account, with extra Check and Bank 
Book. 

Journal Entry. 

Reskrved Fund (See Ex. 15), . . .$20,000.00 

To Cash {posted from C. B.) . . $20,000.00 

(History.) 

This operation takes $20,000.00 from the Common Cash, and 
places it into the Reserved Fund. 

To purchase Real Estate or any thing out of the Reserved Fund, 
first take $10,000.00 out of the Reserved Fund, and rephice it into 
the Common Cash as follows : 

Cash {posted fro7n 0. B.), . . . $10,000.00 

To Reserved Fund, .... $10,000.00 
(History.) 

To buy tlie property : 

Real Estate, $10,000.00 

To John Clark, .... $10,000.00 

(History.) 



BOOKS OF JOINT STOCK COMPANIES. 35 

To pay dividends out of the Reserved Fund : 

Surplus, 

To Dividend No. 2, 1884. 
(History.) 
Then, 

Cash {posted from C. B.) 

To Reserved Fund. 
(History.) 
Then, 

Dividend No. 2, 1884, 

To Cash {posted from C. £.) 
(History.) 

The above Cash Entries might be omitted from the Journal en- 
tirely ; but I do not think it advisable to do so, especially when con- 
nected with important transactions. "Short Cuts" may answer in 
the books of a simple mercantile business ; but in a Joint Stock 
Concern numerous advantages are gained in giving comj)lete details 
to transactions likely to be inquired into at any time. The Reserved 
Fund could hav.e been credited direct ; but I think it best to bring 
the Cash back into the Common Cash, as I have shown. 

A. J. Carnes has to his credit the amount of $4,861.72, and agrees 
to take $10,000.00 worth of Stock for his claim. 

Journal Entry.— Example 32. 

Sundries To Capital Stock, . . $10,000.00 

A. J. Carnes, . . ... . $4,861.72 

For amount of 100 shares transferred to him 
in payment, etc. 

Working Capital, . . . . $5,138.28 

Discount on 100 shares transferred to A, J, 
Carnes, etc, 
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Balance Sheet, No. i. 

Draw off* all the balances from the General Ledger. Find the 
gross gains in the usual way. Bvforv rlo.sinij the Sheet, avd a part from 
the Ledger, asrerUiin lunr much rent, wiujcs, ff(,res, und intfrvM ywt rhnrijed 
is due and unpaid vjf to that time, Thene a'niounii^ you will add to the 
debit Hide of the Profit and Lohh Account, and rredit the same under the 
head of Liabilities. Thcti find how much rent, interest , etc, not charged 
is due the Co7npa'ni/ and wnjjaid up to that tivie (these you unll add to 
the debit of Assets), and credit the Profit and Loss Account with the 
same. Now close the Sheet, and you will be nearer the true gains, 
upon which it would be safer to declare Dividends. Besides this, 
you would have a proper statement of affairs. 



Balance Sheet, No. 2. 

But as you may not desire, neither may it be j)racticable, to close 
the books from the above, draw off the balances in the ordinary way 
from the Ledger, without reference to the several items not charged, 
and close the books. 

Present No. 1 to each one of the Board, \vith No. 2 attached. The 
reason for this is, should you offer only No. 1 when you have closed 
your books from No. 2, you might find yourself going through the 
ordeal of trying to explain to someone of the Dir«^ctors, why if is the 
balance account on the Ledger does not agree with the Balance Sheet 
you gave him at the last "meetin'." 



BOOKS OF JOINT STOCK COMPANIES, 37 



Miscellaneous. 

Read all the pty'rcdinfj propositiom' attentively ; the ivtelUfjent 

hook-keeper ivitl find niiffiiient rnate7'ial to .suit his ease. 

\ 

A subsjcriber neglecting or refusing to pay a .lawful installment is | 
not only liable to the law, but is chargeable with interest on the ' 
same. 

A stockholder is not entitled to a vote if any of the calls upon the 
shares held by him are in arrears. 

To furnish ready information, each quarterly interest should have 
an account to itself in the Ledger in regular order, such as ''Coupon 
Interest, March 31, 1884." Do not make a general reservoir of one 
account, as I have seen some book-keepers do ; neither charge one 
quarter's interest for money paid on another quarter's interest. 

When coupons or script are paid, cancel them and paste in a 
book prepared for that purpose. By this operation you will have it 
easy of access in case an examination is required. 

In a Stock Company (limited) the shareholders each are liable to 
the creditors to the extent of their shares. To omit the word "Limited" 
in a company of this character is unlawful for every omission. 

A company without the word "Limited" affixed is understood to 
be a full Liability. In a full Liability Company a Stockholder indi- 
vidually is liable for the full indebtedness of the company. Suit, 
however, in all cases must first be brought against the company. 

Bonds are not a Liability until sold or disposed of, and not until 
then do they have an account in the Ledger. 

When a company has organized and complied with the terms of 
the law, the law is indifferent as to the amount of money afterwards 
paid in. Neither does the law care whether you sell your stock for 
five or fifty cents on the dollar, but it may interest itself as to the 
amount of stock that is being issued ; hence the Capital Stock Account, 
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as I have shown, should receive credit for the nomiual value of each 
share sold or otherwise disposed of. That account is supposed to show 
to what' amount the stock has been issued, and not, as imagined by 
some book-keepers, the amount paid in. My method of manipulating 
the Stock Ledger will furnish that information. 

In some short corporations, when the members are and continue 
to be harmonious, a great many acts are committed that would not be 
sanctioned by law. But in 4ong corporations, or where there are a 
great many members, a strict regard for all details should be closely 
observed. 

The laws of all States require a certain per c^nt. to be paid in on 
the part of the incorporators and associates before articles of incor- 
poration can be filed. On the other hand, some companies are formed 
and go on and continue to operate without regard, to law. 

After the books are opened, should there be no more stock on 
hand, or if there is stock on hand and the accounts of " Working 
Capital," "Contingencies," "Assessments" or " Installments," should 
not be closed, carry each as a proprietary asset or liability. 

In opening the books first find how much stock is divided among 
: the incorporators, the amount of which must be credited to " Capital 
Stock," the balance you will credit to " Working Capital," this opera- 
tion gets all the sold knd unsold stock upon the Ledger. " Working 
! Capital " may also receive credit for amount prospectively sold for the 
. purpose of running certain transactions through the books. (See 
f Proposition III, Example 21.) 

After you have opened the books for a consolidation, or for a 
simple partnership incorporated into a Joint Stock Company, should 
it be discovered an Asset or a Liability has been omitted, or any thing 
received for which no apparent value has been given, use " Contin- 
gencies " as a balancing medium (some book-keepers use the name of 
the company) to get the omitted transaction upon the books. The 
same account may be used should it happen that the company become 
possessed of money in the way of damages, gift, etc. This latter 
property, however, although not strictly an operating gain, may, by 
mutual consent, be credited to Profit and Loss Account for the pur- 
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pose of dividing it up into dividends. Should the money be designed 
for the Reserved Fund, use "Contingencies;" credit that and debit 
Cash, then from Cash to the " Reserved Fund.' 

All agreements, contracts, and every thing necessary to the 
formation of a Joint Stock Company, should have place upon the 
Journal. Do not begrudge space or time. Upon one occasion the 
attorney for a company compelled me to enter full and complete 
deeds of twenty-two pieces of property, that, together with other 
instruments of writing, covered eighty pages of a large-size Journal, 
from which I had only two postings to make. 

The name of a stockholder or subscriber should not appear upon 
the General Ledger unless he is a salaried employe, or buys from, or 
sells to, the company. This latter, however, is forbidden by some 
companies. 

Before a company has been fully organized there may have been 
more or less outlay in the way of attorney's fees, printing, etc., on 
part of one or more of the incorporators. When the facts are pre- 
sented give Mr. Blank individual credit for his outlay (in cash), and 
treat him as a common creditor, after which, if he demands the amount 
he expended be deducted from his first installment, give him credit \ 
for the full installment paid, and "Contra" charge him through the f 
Cash Book with what appears to be to his credit in the Ledger. / 

Should the Company donate Stock to one of its officers for a cer- \ 
tai'n service performed, or issue Stock for labor or for anything of no 
direct value, debit " Working Capital " and credit " Capital Stock " i 
account. In no ease is it a hss that should be charged to the opera- I 
ting expenses, or is it strictly proper to charge the Expense Account 
with commissions paid to a broker or agent for selling Stock, while it 
would be proper to charge Expense with the commission paid for sell- 
ing the Bonds of the Company. 

Upon one occasion, when engaged upon the books of a large cor- 
poration, I discovered a large amount of money charged to "Explora- 
tions." T inquired of the President the meaning of this seeming 
singular entry, lie replied, " Oh, well, that is all right ; pass to the 
n^xt." I, as I have done on other occasions, "passed to the next." 
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In connection with this- 1 will give a few entries I have seen made in 
books, to dispose of tiansactions, when money has been spent or used 
around legislative bodies and elsewhere. Two or more of the incor- 
porators that are to be of the directory have been denominated attor- 
neys or agents, whom the Company pay for extra services, but really 
performed by some unknown third party or parties. This is * 'charged 
to Expense Account." Then I have seen a certain number of shares 
donated to the members who control the Stock, with the understand- 
ing the Stock was to be sold as individual property, and the proceeds 
handed over to parties whose names and transactions dare not go 
upon the books. Sometimes the Stock is held and the Dividends paid 
to unknown parties. Then I have seen where Stock has been donated 
to parties whose habitations are at the bottom of the ocean. 

Incorporators naturally look out for themselves. In a long cor- 
poration they secure the majority of Stock, either prearranged or by 
privilege of having the first offer. In a company moderately or fully 
successful, the profits may be absorbed in paying the salaries of its 
officers. The small holders may grumble at no dividends; but as the 
Company does not agree to take back the Siock in case of failure to 
pay dividends, why all you can do is to grumble, although the laws 
in some States interfere, and forbid Stockholders voting themselves 
sinecure places, thus exhausting the profits in drawing the large sala- 
ries attached to their positions. A few far-seeing capitalists generally 
^et possession of a valuable Franchise, and capitalize a Company and 
divide the Stock among themselves. This is termed a Close or a 
Short Corporation. In a Company of this kind the Stock is always at 
or above par, with any of it seldom upon the market. A company that 
absorbs its profits to pay salaries is generally a company carried on 
"on paper." It is lawful and proper for incorporators, who supply 
the Assets of a tangible nature for the formation of a company, to 
allot themselves as many shares as they choose, reserving a certain 
number to be sold for operating purposes. Their Stock, in common 
with other Stock sold, is subject to assessment. 

There are book-keepers who object to so-called fictitious and 
nominal accounts. It would be gratifying to learn how the books of 
some companies could be opened without their aid. They object prob- 
ably because they have never come in contact with transactions simi- 
lar to some I have here shown. They being literally some of the 
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ruany I have encountered in my experience, I could go further and 
give the basis of other organizations; but it would be useless, because 
r imagine what J have supplied will, in the hands of competent and 
intelligent book-keepers, be sufficient to guide them in commencing 
the books of all organizations of peculiar construction. • Shares sold at 
par for cash, and entered into the Cash Book, and from there posted 
t^ the credit of Capital Stock account, may be proper enough. 
Then the book-keeper who has never stepped beyond the limits of the 
'* Cash Basis " may be led to argue against fictitious accounts. But 
when you hav^e Assets of one sum and another amount of incorporated 
Capital ; sometimes no Assets ; Stock given away and disposed of in 
various ways, sold above and below par ; the book-keeper is obliged to 
adopt a different method than that used in the simple manipulation 
of cash. (See Proposition IV, Examples 23 and 24.) In Proposition 
I, is a company that is to have a paid-up cash capital. While I could 
have debited Cash and credited Capital Stock, and paid no attention 
to the Journal, I preferred to introduce the account of Contingencies. 
I do this mainly for the purpose of giving a history of the Company's 
organization, etc., avoiding the carrying of an account of no value, 
but having the appearance of a real debtor, to show from the Capital , 
Stock account the amount of Sto'.k issued, should it be determined 
that fifty per cent, was all that was needed to operate the Company. 
Some companies do not issue the Stock to subscribers until all install- 
ments are paid. There is no objection to this plan, provided the 
installments are for a certainty to. be called within a fixed limit. But 
a company would find very few, if any, who would be willing to pay 
for Stock by installments, and to wait for indefinite period before all 
installments would be called. A company runs no risk in issuing the 
Stock upon the payment of the first installment, because a subscriber is 
lawfully bound to pay all proper demands before he can transfer his 
Stock, vote, or draw any Dividends that may be declared. 

Should any of those in authonty in a Company in which you are 
employed endeavor to induce you to make an entry to cover up an 
unlawful act, do not let the loss of your place deter your refusal. 
Ten thousand times better to sacrifice your position, than be made a 
scape-goat or accessory to a crime. If you allow yourself to be made 
a tool in one fraudulent transaction, you virtually donate a lien upon 
your honor you can never retrieve, while ruin to yourself and disgrace 
to those you hold most dear is certain as death. I do not speak of 
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Joint Stock Companies in general or particularly ; but I can recall 
many instances where men are outcasts and branded as defaulters, 
who have brought about their condition in their efforts to shield those 
who have long since deserted them. 

Always have your work up before you deposit the books in the 

/safe at the close of the day. By this rule you will have the accounts 

of all who deal with the house in a proper condition for examination 

at any time, to the satisfaction of all concerned. Should it be your 

duty to be cashier as well as book-keeper, allmc no one.to meddle with 

I the cash dra'wer — that is your propei'ti/ until you have to 7)iake returns. 

Be independent, but not impudent. A respectful independence 
wins the admiration of all honorable, high-miitded men. Take pride 
in your work. Never grumble about long hours, or complain that 
your employer fails to offer you thanks every hour in the day for 
doing what you have engaged to do. He retains your services, which 
is proof of his appreciation. Do not be a tattler or inform your em- 
ployer of every little twaddle among the employes; but go to him at 
once with anything calculated to injure his interest, no matter who is 
the offender or what the penalty. Never speak of your employer's 
peculiarities, even should he in a fit of passion insanely imagine he 
alone is infallible. Strictly guard the secrets you naturally acquire 
from your position. You should understand your own place and 
duties, and endeavor quietly, without intrusion, to understand the 
place and duties of others. Treat your customers fairly. Never 
deceive them for the sake af your employer's interest. You may 
sometime need their influence or financial aid. There are more self- 
made men who owe their success in life to friends made under these 
circumstances than to those they have faithfully served. Finally do 
not imagine what you do not know about book-keeping is not worth 
knowing ; there are lots of that class of fellows. 
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